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— . The President announced in his 1976 Budget his intention to
propose legislation tc the Congress to permit ERDA to raise
the price of enrichment services from its plants. The new
price would be established to recover the Government's costs
and place the pricing of Government enriching services on a
more business-like basis. This step would encourage private
sector interest in building enrichment facilities and end an
unjustifiable subsidy to both foreign and domestic customers.
The new price would include a rate of return on investment
more appropriate to the private sector than the Government's
rate of return, an allowance equivalent to corporate income
taxes and also include other costs typical of private operations.
.On this basis the new price per separative work unit will be
approximately $75.

. This legislation has been submitted to the Congress by ERDA.

Contract Relief for Current ERDA Enrichment Customers.

. Present ERDA enrichment contracts require customers to commit
to a fixed delivery schedule and to make prepayments amounting
to about $3 million several years prior to the first delivery
of enriched fuel. Since these contracts were signed, many
nuclear powexr plants whose fuel was covered by these contracts
have been postponed or cancelled. »

. As a result, many utilities now face the prospect of having
to pay for uranium enrichment services well in advance of
the revised completion dates for the reactors.

R In order to free both ERDA and the enrichment customers from
unrealistic commitment, ERDA, after notifying to the Joint
Comnmittee on Atomic Enexgy (JCAE), has announced that it will:

- "Grant customers the right within a 60-day period to
serve notice that they wish to terminate their contract
with no cancellation fee and with refund of any payments.

- Permit those wishing to defer deliveries (rather than
terminate contracts) to have a one-time adjustment of
contract commitments without penalty.

- Permit a similar one-time adjustment of the rate at
which uranium feed should be sent to the enriching
plants to coincide in part with the slipped enrichment
requirements.
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These actions would:

- Result in a larger U.S. stockpile of enriched uranium
for use as an inventory to support the new private
uranium enrichment plants with backup supplies of

"enriched material, should any delays occur in their
initial operation.

- Establish a more realistic data base for evaluating
future domestic and foreign enrichment requirements.

- Grant short-term financial relief to the utility industry.

Conditional Contracts for Enrichment Services.

T et e st 2
A - g

Some customers placing orders with AEC (predecessor to ERDA)

in mid-1974 were given conditional contracts; i.e., contracts
contingent upon the approval by U.S. regulatory authorities

(now the Nuclear Regulatory Commission) of the use of recycled
plutonium as a nuclear reactor fuel. These conditional contracts
were backed up by announcement that the U.S. would have expanded
capacity available that could fulfill regquirements, 1f needed.

The expanded U.S. capacity that will result from the President's

plan will provide sources of supply that can be tapped by the
holders of conditional contracts. '

e



ATTACHMENT #1

SUMMARY OF THE URANIUM ENRICHMENT
ASSOCIATES (UEA) PLAN AND PROPOSAL TO ERDA FOR
A COOPERATIVE ARRANGEMENT

Physical Description of the Project.

A 9 million separative work unit per year gaseous
diffusion plant would be built near Dothan, Alabama
on a 1720 acre site on the Chattahoochee River.

When in full operation the plant could provide enriching
services for about 90 large nuclear power reactors.

The plant will require about 2500 megawatts of electrical
power which will be supplied from a dedicated nuclear
power facility located nearby.

Project cost estimate (exclusive of the power project)
has been estimated by UEA to be $3.5 billion in 1976
dollars.

UEA projects continuation of design work now underway
on the project during the next several years with
construction scheduled to commence in 1977.

Full production from the plant is projected in 1983
with limited production starting in 1981.

Nearly 50 million construction manhours are estimated
for the project. A peak construction labor force of

about 7000 workers will be reached in 1979-80 and the
permanent operating staff of the project is expected

to be about 1100.

The plant will be processing and upgrading natural
uranium and thus will have essentially no radiation
hazard. It will be similar to a large materials
handling plant except that the product material will
be much more valuable.
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Financial Structure of UEA Project.

. UEA expects that two to six companies in addition to
Bechtel and Goodyear will comprise the consortium that
will undertake the project. These companies are ex-
pected to be identified within the next few months.

. Based. upon marketing efforts to date, UEA projects about

: 40 percent of plant capacity will be taken by U.S.
domestic utilities and the balance by non-U.S. organi-
zations in countries with which the United States has
Agreements for Cooperation permitting the transfer or
disposition of enriched uranium. (Under the Atomic
Energy Act voting control for such a project must
remain in the hands of the United States investors at
all times and the project is so structured. The secrecy
of the process will be protected and foreign costomers
or investors will not have access to classified technology
or information.)

. Project financing using an 85 percent debt, 15 percent
equity ration is contemplated for the project.

. The equity corresponding to the domestic portion of plant
output will be supplied by UEA and the debt financing
will be raised in the commercial market primarily on
the basis of the security of long-term (25 year) non-
cancelable enrichment service contracts with domestic
utilities.

. Both equity and debt for the foreign share of plant
output is to be supplied from the foreign customers'
own sources of capital.

. Pricing of product from the plant is based upon the
recovery of all operating costs servicing of debt and
an after-tax return of approximately 15 percent on
equity.

. A 3 percent payment, based on gross sales would be paid
to the Government for use of taxpayer-developed technology.

Customers.

. A number of United States' utilities have executed
contingent letters of intent with UEA to purchase uranium
enriching services from the new plant and a number of
additional utilities are now evaluating their requirement
for services. _ AT
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. UEA has made extensive marketing contacts overseas and
anticipates that foreign commitments will be forthcoming
from Iran, Japan, West Germany, France, Spain, Taiwan
and other countries.

Cooperative Arrangements.

- Due to the unique nature of the project, the very large
capital requirements, and long payout periods, UEA has
concluded that it would not be possible to move ahead
without certain forms of Government backup assistance.

. UEA has proposed that the Government:

Supply, at cost, essential components presently
produced exclusively by the Government.

Supply the Government's gaseous diffusion technology
and warrant its satisfactory operation.

Provide during first years of operation limited
access to and from USG's stockpile of enriched
material to balance significant start-up loading
problems.

. UEA has also proposed thatﬁ

The Government provide standby financial backup
assistance lasting for the critical construction
period plus one year to offset the current weak
credit position of the U.S. utility industry and
the Government to provide such financial backup

if UEA cannot complete the plant or bring it

into commercial operation, but such a call is

at the risk of loss to UEA of its equity interest.
In this event, the Government has the right to
acquire UEA's domestic equity position and the
obligation to assume UEA's liabilities and debt.
The Government may also require UEA to release

the project to the Government if the Government's
interest so demands. In this event, the Government
would be obligated to assume UEA's liabilities

and debt.

The consideration for acquisition of UEA's domestic
equity position in either case can range from

loss of equity for uncorrected gross mismanagement

- of UEA to full fair compensation for causative

events outside UEA's reasonable control,

R
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All of the above forms of backup assistance would be
subject to contract negotiations between ERDA and UEA.
UEA believes that the plant can be completed within the
private sector with no net expenditure of Government
funds.



ATTACHMENT #2

Uranium Enrichment as Part of the Nuclear Fuel Cycle

The attached chart depicts the nuclear fuel cycle for Light
Water Reactors, (the type of reactors mostly commonly used
in the U.S.). About 97% of the reactors obtaining enrich-
ment services from the ERDA gasious diffusion plants are
Light Water Reactors; a similar fuel cycle exists for the
other present reactor type -- the High Temperature Gas
Cooled Reactor. :

Prior to the enrichment step, uranium ore is minded from

the earth's crust and sent to a mill where uranium concentrate
is produced. This concentrate is often referred to as
yellowcake, or by the chemical symbol, U30g5. There are

14 mills presently operating in the U.S. %he uranium
concentrate is then sent to a converter where it is con-
verted to uranium hexafluoride, or UF_. This is the only
simple form of uranium that can be gageous at conditions

near room temperatures and pressures. There are two

UF6 conversion plants operating in the U.S.

The uranium hexafluoride is then sent to an uranium enrichment
plant. There are two processes under consideration for
commercial use in the U.S. -~ the established gaseous
diffusion process, used in the ERDA plants, and the gas
centrifuge process. The UEA will use the gaseous diffusion
process. In the process, the uranium hexafluoride gas is
punped through a semipermeable membrane. The desirable
fissionable isotope, U-235, diffuses through the membrane
more readily than the nonfissionable isotope, U-238. A
stream depleted in U-235 is collected from the plant and
sent to storage. A stream enriched in U-235 is collected
from the plant and sent to a fuel fabrication plant. In
this plant, the uranium hexafluoride is converted to uranium
dioxide UD,, formed into pellets, and placed in zirconium
tubes. The tubes are assembled into bundles and sent to
nuclear power plants. Seven U.S. companies are involved

in the fabrication of nuclear fuel.
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After the fuel is used in the nuclear power plant, it is
discharged and allowed to cool in a large water basin at

the plant. The spent fuel will then be sent to a chemical
reprocessing plant. In this step, the uranium and reactor-
produced plutonium will be separated from the highly
radioactive fission products generated while the fuel is

in the nuclear power plant. The radiocactive wastes in
proper form will be sent to a repository. The recovered
uranium will be converted again to the hexafluoride and
reinserted into the enrichment plants for reenrichment.
Plutonium is also a fissionable material that can be used

as fuel in a nuclear power plant. If use of the plutonium
is .granted by the Nuclear Regulatory Commission, it would

be sent to the fuel fabrication plants; there it would be
mixed with the uranium and formed into pellets for nuclear
power plant fuel. There are currently no commercial chemical
reprocessing plants operating in the U.S.; one plant is shut
down for modification and another is under construction.
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THE WHITE HOUSE
WASHINGTON

U/ 2o

Mﬂd CANNON

JIM CONNOR
ROD HILLS

FROM: GLENN SCHLEEDE
SUBJECT: URANIUM ENRICHMENT - DRAFT
BILL

Here is a copy of ERDA's latest
draft.

cc: Jim Cavanaugh




ENERGY RESEARCH AND
DEVELOPMENT ADMINISTRATION

Qfifice of the
General Counsel

NOTE FOR MESSRS. MITCHELL AND LOJETH

Attached is a draft bill on uranium enrichment
which reflects the changes requested at our
meeting Saturday. I call your attention
particularly to revised Section 3. This
Section would provide that if it became
necessary to pay out the domestic debt-
holders, the Administrator could turn to the
Secretary of the Treasury for the cash necessary
to do so. The Secretary of the Treasury would
raise the monev through borrowing as a public
debt. Subsequently, ERDA would receive
appropriations to reimburse the Secretary of
the Treasury.

Of course, this is more than mere cosmetics. -r
Traditionally this kind of language has been

used for loan guarantees. It was my under-

standing that loan guarantees were. not desired

for this project.

R. Tenney Johnson
General Counsel
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DRAFT BILL

To authorize cooperative arrangements with private eunterprise

for the provision of facilities for the production and enrichmznt

3

of uranium enriched in the isotope 235, to provide for authorization

of contract authority therefor, and for other purposes.
bd

e
Be it enacted by the Sepnata and tha House of Renresontatives of

the United Stacas of Amsrica in Ceneress assembled, That this Act

may be cited as the "Nuclear Energy Fuel Assurance Act of 1975.,"

Sec. 2. Chap;er 5. PRODUCTION OF SPECIAL NUCLEAR HATERIAL of the
t addi

Atcmic Energy Act of 195%, as amendad, is amended by ng at the

"end thereof the following Section:

“Sec. 45 booperative Arrangemants for Private Enric
Projects--

v "a. The Encrgy Research zad Develepment Adminiscration

is authorized, without regard to the provisicns of Secti

of this Act, to enter into coopera:ive'arrangements with any

person or persons for such péricds of time as the Admivnistrator

of the Energy Research and Development Administration may deem

necessary or desirable for the purpose of providing such

\ assistance as the Administrator may deem appropriate and necessary
tshgacourage the development of & competitive private uranium
enrichmeni industry and to facilitate the design, construction,
ownershlp and operation by private enterprise of facilities for
the production and enrichment of uranium enriched in the isotope
235 in such amounts as will contridbute to the common defense and
security and encourage development and utilization of atemic
energy to the maximum extent consisteat with the cozmon defense
and security and with the health and safety of thoe pubdblic;

<y

including, inter ‘alia, in the discretion of the Administrator,
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(1) furnishing technical assistance, information,
enriching services, materials, and equipment on the basis of
recévery of costs aﬁd appropriate royalties for the use thereof;

(2) pro?iding warranties for materials gnd equiprment
furnishéd;

' (3) providing facility performance assurances;

(4) purchasing enriching services;

(5) undertakinz to acquire the assets or interest of
such person or any of such persons in an enrichment facility,
and to assume obligationg and liabilities (including debt) of
such person of any of such persons arising out of the design,
construction, ownership, or éperation for a defined period of sﬁch
‘entichment fécility in the event such parson or persons cannot
complete that enrichment faciiity or bring it into commercial
éperation; and

(6) determining to mddify, complete and operate’that
enrichment facility as a Government facility or to dispose of the
facility at anf tirme, as the interest of the Government may appear,
subject to the other provisions of this Aqt,

"b, . Before the Administrator enters into any arrangement
or amendment theretd under the authority of this section, or
before the Administrator determines to modify, or complete and
operate any facility or to dispose thercof, the basis for the proposcd
arrangement or amendment thereto which the Administrator proposes

to exccute (including the name of the proposed participating person
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or persons with whom the arrangement is to be made, a general
description of the prop&sed facility, the estimated amount of
cost to be incurred by the participating person or persons, the
incentives imposed by the agreement on the person or persons fo
complete the facility as planned and operate it successfully for
a defined period, and the geﬁeral features of the proposed
arrangement or amendment), or the plan for such modificatién,
completion, operation or disposal by the.Administrator, as
appropriate, shall be submitted to the Joint Committee on Atomic
Energy, and a period of forpy—five days shall elapse while Cong?esé
is in session (in computing such fo;ty-five days, there shall be
excluded the days on which either House is not in session because
of adjournment for more than three days) unless the Joint Commi£tee
by resolution in writing waives the conditions of, or all or any
por?ion of, such forty-five day period: Provided, however, that
any such arrangement or émendment thereto, or such plan, shall be
entered into in accordance with the basis for the arrangemenﬁ'or

plan, as appropriate, submitted as provided herein,"

Sec. 3. Prd&igion for contract authority is hereby authorized in

an amount not to exceed in the aggregate $8,000,000,006 for cooperative
arrangements to be entered into pursuant to Séction 45 of the Atomic
Energy Act of 1954, as arended. The full faith and credit of the
United States is hereby pledged to the liquidation of obligations

incurred under such cooparative arrangements.




In the event that liquidation of part or all of such obligations
should become necessary, the Administrator of the Energy Research
and Development Administration is authorized to issue to the
Secretary of the Treasury notes or other obligations in such form
and denomination, bearing such maturity and subject to such terms
and conditions as may be prescribed by the Administrator with the
approval of the Secretary of the Treasury. Such notes or other
obligations shall bear interest at a rate determined by the Secretary
of the Treasury, taking into consideration the current average
market yield on outstanding marketable obligations of the United States
of compagable maturity at the time of issuance of the notes or other
obligations. The Secretary of the Treasury shall purchase any notes
or other obligations issued hereunder and, for that purpose, he is
authorized té use as a public debt trénsaction the proceeds from

the sale of any securities issued under the Second Liberty Bond Act,
#s amended, and the purposes for which securities may be issued
under that Act, as amended, are extendéd to include any purchase of
such notes and obligations. The Secretary of the Treasury may at
any time sell any of the notes or other obligations acquired by

him under this subsection. All redemptions, purchases and sales

by the Secretary of the Treasury of such notes or other obligations
shall be treated as public debt transactions of the United States.
There are authorized to be appropriated to the Administrator such
sums as may be necessary to pay the principal and interest on the

notes or obligations issued by him to the Secretary of the Treasury.
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Section 1. of the proposed bill cites the Act as the "NuclearpFusl

Assurance Act of 1975."

Section 2, of thz prooosed bill would authorize tha ERDA to enter into

coovarative arrangemzats with privats enterprise for tha provision of facili-
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Thé Enefgy.Research and Dsvelopaent Administration, and before it tha
Atcnic Fnergy Cocmissioa, have conducted discussions over th2 past several
years with privacte comvanies interested in gntering the uwranius enrichmant
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business. Thase discussions indicatzi that various forms of Governmant assis-
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They in a nez2d Tor Tacility varforrmance aszcurances, and raterials and

equipment warranties. Many indicate a need for Government purchise, for a

limited period and amount, of enriching services during initial operations

in order to service their debt and provide a return on eguity should there

rot be sufficient customzr demand during thz initial pzriod. All stated

the nc2d for Government provisiecn of enriching services from tha Governe2nt
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certain risks to enzble securing the largs amcunts of capiizd, toth dabt

‘and equity, that would be reguired for such undertaking. For this purposs
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they sougnt varicus Torms of undertskings by the Goverrment Lo acaulre

their equity interest in aﬁd to assume tha2ir obligations, 1ia011itieé and
debt arising out of thzir decision to design, construct, own or initially
operate an enrichment facility in tha unlika2ly event they should fail,
They consider such assurances ascential to attract sufficient private
iﬁvestment and orders fron enrichmant cusiozars.
The propésed amendmen’ would enable tﬁe Enargy Research ond Develop-
s

rent Administration to provide such assistance asz is deterzinad to be

necessary and in the best intarests of thz Covernmant altor de
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Section 3 of the proposed bill would authérize-the provision
of contract authority not to exceed in the aggregate $8,000,000,000
for cooperative arranéements to be entered into pursuant to Ssction 45
of the Atonic Energy Act of 1954, as amended. In compliance with
section 401 of the Congressional Budget Control Act of l974,_the
Enefgy Research and Development Administration would secek to obtain

the authorized contract authority from Congress through appropriation

acts or amandments thereto. It also pledges the full faith and
credit of the United States to the liquidation of obligations
incurred under such cooperative arrangements, In tha event that

liquidation of part or all of such obligations should bescome necessary,

the Administrator is zuthorized to issue notes or other cbligations
to the Secretary of the Treasury for such purposss not to exceed in

the aggregate $8,000,000,000. There is also authorizad to be

appropriated to the Administrator such sums as may be necessary to

pay the principal and interest on the notes or obligations issued

.~

by him to the Secretary of the Treasury,
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ANALYSIS 6‘:" INFLATIONARY IMPACT OF LEGISLATION AUTHORIZING
COOPERATIVE ARRANGEMENTS WITH PRIVATE ENTERPRISE FOR ‘I‘HE
PROVISION OF FACILITIES FOR ENRICHMENT OF URANIUM

The sustaining capacity of the Government's gaseous diffusion
plants has been fully contracted for by foreign and domestic
customers., The proposed legislation is intended to facilitate:
the addition of new capécity in the private sector.

‘The only feasible alternative to the private sector supplying
these services is for the Government to build comparable facilities
and continue to be the sole source of supply. The questions
of economic an/or inflationary impacts of the proposed legislation
were evaluated under these alternatives in accordance with the
issues for evaluation specified in OMB Circular No. A-107.

(1) Cost impact

If the objectives of the legislation are realizéd, &he
efficient private industry would eventually emerge to provide
enrichment services on reasonable competitive terms. The po-
tential effegts of a privately-owned and operated industry versus

continued government operation are not easily predictable. If

the Government were to obtain the budgetary authorizations needed

to expand existing facilities and build new plants, the pattérn ”
of development, location of plants, impacts on resources, and
methods of financing could differ from that 1ikely under private
construction and operation of new facilities. The crucial issues,

however, are ifhether the differences involve real social costs or
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wnether they are largely institutional in nature and involve
little variation in the way of basic demand on resources, im-

portant materials, energy, and manpower. ' ﬁ3~~“”“%,

Assuming that private firms gain access to thé‘same~tech—@,‘L'"“

nologies and have the same advantages of scale and ﬁethda;ofﬂ%«

operation, the cost results will be similar under the #wo.- .w-<

L URNOTRRPEENEES

alternatives. With due consideration of the tax effe&ts,

N e 1

of insurance and private risks, and other normal business . . . ..

vt o8

expenses, the costs of financing a private or public facility ..

are essentially the same.
(2) Productivity effects

o

If the legislation'leads toﬂﬁhe establishment of anveffééz;
ive private enrichment industry, we should expect gains in‘§£;::
ductivity that equal, or exceed, any realizable under Govern- .
ment operation., The existing enrichment plants are operated by‘

privéte contractors, and the level of productivity and product-

ivity gains have been satisfactory. We conclude that inflationarys;f

impacts resulting from differences in productivity between
private or public enrichment operations will be unimportant.
(3) 'Effect on competition

If the advantages of competition are to be realized inAthe
enrichment\phase of the nuclear fuel cycle, it will require con;
ditions facilitating privaty entry, and several firms will have
to be attracted into the industry. This.is probably one of the
more hopeful aspects of the proposed legislation and with the
introduction of centrifuge technology it is realistic to expect

competitive effects that will result in lower costs of enrich-

N
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ment services and electric power. SNTTEN

costs- e
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{(4) Eiffect on materials
The addition of large-scale gaseous diffusion plants, probably

L4
in increments of.8445 million 8eparative Work Units (SWU) vyearly

would require sizable amounts of important construction materials

and process equipment. The major quantities, however, are for

- concrete, steel, piping, etc. that are standard construction

items. Specialized equiément, instrumentation, gas diffusers;v.u;ﬂz
compressors, etc., have special regquirements in terms of |
materials and manufacturing>capability.

In the long-run, the effect on materials should be identical
whether the new plants are built by the Government or by private -
firms.,

(5) Effect on employment

wx}fﬁhiichment 6perations are capital-intensive and the most
immediate impaét on employment is in the construction phase.
About 140,000 man-months of constructinn labor are estimated to -
be required for construction of an 8.75 million - SWU/yxr. plant.
Some 900 people are required to operate such a plant. Again,
assuming construction of comparable facilities, the employment
effects will be similar for public and private operations.

(6) Effects on energy'supply/demand |

There are energy costs associated both with the construction:v
of the facilities to enrich uranium and in the subsequent operation
of the plants., The net energy coniribution of the nuclear power
operations have been well?documented, and the important result
of the proposed legislation will be to facilitate the fullest
exercise of the nuclear option and result in a 1arger'domestic

energy supply at lower cost to the public. ;;%15”%“3
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W DRAFT 6-19-75

Inflation Impact Statement

In accordance with the provisions of (1) Bxecutive Order 11321 requiring

‘a statement which certifies that the inflationary impact of major pro-

posals for legislation has been evaluated, (2) OMB Circulgr A-107 which
implements Exacutive Order 11821, and (3) the draft regulations of tha
ERDA, the undexrsigned hereby certifies that an svaluation of the infla-
tionary impact of the proposed legislation to authorize cooperative
arraﬁgemants with private enterprise for the provision of facilities for
theAproduction and enrichment of uranium enriched in the isotope 235 has

been made.

wien the objectives of the lsgislation are realized, we foresee the
establishment of a competitive private industry providing enriciment
services on reasonable terms. This would facilitate the utilization of
nuclear power to supplement the production of power from other emergy
sources and result in a larger domestic energy supply at lower cost to

the public.

Horeover, a private uranium enrichment industfy would generate substantial
revenues to the Federal Treasury in tha form of corporate income taxes

and royalties for use of Government—-owned techmnology. Such revenues to
the U.S. Government would reduce inflationary pressures by reducing
deficits and the Government's need to borrow funds to carry on its
operations. Dividends and interest received by individuals would also

be subject to Federal and State income taxes,




The alternatives to establishment of a private enrichment industry are
twofold:
1. curtailment of the growth of nuclear power, requiring a greater

reliance by the U.S. upon higher cost power from fossil fuels, ox

2. €ontinuation and expansion of the present Government monopoly through .

construction of additional Government plants, resulting in greater deficits

in the.Federal Budget.

1f the Government were to expand its enrichment operations to provide the
additional services required, the costs of such services might appear
lower if no recognition were given to the taxes, insurance, risk, and other

normal costs of private business operatiomns.

Since capital costs of new enrichment plants would be essentially the
same in the private end public sectors, and given the expectatiomns of
increasing efficiency in privately-operated facilities in a competitive
framework, we conclude that the effects of this legislation will be to
ninimize inflationary pressures on the economy and poséibly to lead to

substantially lower costs than under any other alternative.
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